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NOTES OF THE MONTH 
France and the Marshall Offer 


ULY 2, 1947, the date on which Russia refused to take part 

in the Paris conference on the Marshall offer, is likely to be 
long remembered in France. Up to then, owing to the country’s 
political structure and its situation internationally, M. Bidault’s 
policy had aimed at maintaining a balance between east and west, 
preserving satisfactory working relationships with both sides, 
relying on such political “‘constants” as Franco-British friendship, 
while at the same time pleading the French cause in the nego- 
tiations about the future of Germany. But on this question of 
east and west the country was divided against itself. One part of 
the population, including, in particular, a considerable section of 
the working classes, was in favour of a frankly pro-Soviet policy; 
while the other, consisting chiefly of the haute bourgeoisie, the 
Gaullistes, and the conservatives, favoured closer relations with 
the United States. There existed also a paradox in the situation 
in that, in order to increase production and promote the circulation 
of goods and services, the Government were compelled to seek a 
large proportion of their needs from the United States; in other 
vords, from a country which those Frenchmen who had the 
greatest need of its aid suspected of wanting to impose its economic 
control over the whole world and thereby to arrest the evolution 
of the world towards Socialism. And while this suspicion has 
been of a purely ideological character, it has been nourished by a 
highly intelligent and intensive propaganda. 

This, in broad lines, constituted the French dilemma up to 
fuly 2; it also had much to do with the failure of the country’s 
economy to extricate itself from the mire in which it was very 

early engulfed. The social upheavals of recent weeks have shown 

ow dangerous was the situation. It is obvious that the worker 
who gets an inadequate wage cannot allow himself the luxury of 
waiting months, perhaps years, for the means to feed himself and 
his family. But it is equally obvious that these continual strikes 
constitute in the long run a remedy worse than the evil, because 
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while they afford only ephemeral satisfaction of the strikers’ 
demands they cause a permanent drain on the Budget. 

After the failure of the Blum experiment some other remedy 
had to be found. It was essential first to secure the populations’ 
needs for next winter and put a stop to the continuous series of 
strikes, while at the same time preparing to set the country on its 
feet economically within the framework of world rehabilitation. 
The Marshall offer held out the promise of material aid in this 
task. It was imperative to seize the opportunity, otherwise 
France was faced both with economic disaster at home and the 
prospect of an irretrievable blow to her status abroad. Politically, 
however, she now runs the risk of even deeper cleavages at home. 
The Communist press has, it is true, been severely critical of 
the Marshall offer throughout, but M. Thorez and his followers 
have been careful not to commit themselves to too definite a 
line of opposition. Speaking at the Communist Congress at 
Strasbourg on June 25, before it was clear that Russia would 
not participate in the scheme, M. Thorez admitted the desirability 
of American aid, but added that French independence must be 
jealously preserved, and pointed to the danger of a weakening on 
the subjects of reparations and of control over the Ruhr. Criticism 
of the plan has become less indiscriminate since -it became 
apparent that the Paris negotiations were going forward, with or 
without Russia, but M. Thorez and his fellow-scribes have 
continued to thrust into the forefront the possible implications of 
the plan with regard to Germany—an aspect which is naturally 
uppermost in many French minds besides those of the Com- 
munists, though for reasons of expediency it is being temporarily 
damped down in other quarters. 


The Indian Independence Act 


The Indian Independence Act 1947, in twenty clauses and 
three schedules, received the Royal Assent on July 18, after a 
fortnight’s unopposed passage through Parliament with only one 
minor Government amendment. An enabling Act, ratifying 
agreements rapidly reached in India between the Viceroy and 
Indian leaders, it is based on and replaces the Government of 
India Act, 1935, which was partly implemented by the establish- 
ment of self-government as from April, 1937 in the eleven pro- 
vinces of British India but which, in respect of its provisions for 
the creation of a federated union of British India and the 630 
Indian States, never came into force. 

The new Act comes inte force on August 15, and is a compre- 
hensive enactment. It removes British control from the whole of 
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India; it eliminates the word “Emperor” from the King’s title; it 
provides for the territorial partition of British India so as to create 
two Dominions — the Union of India in which Hindu majorities 
prevail, and Pakistan where Muslims are in a majority; it returns 
paramountcy to the Indian States and renounces the treaties or 
agreements with their rulers, as also with the tribal areas; and it 
provides for the continuance of Aden as a British settlement under 
British rule (with the temporary maintenance of Indian jurisdic- 
tion over appeals from its courts). Until the Constituent As- 
semblies of the Union of India and Pakistan respectively have 
determined their Constitutions those bodies will be the Legisla- 
tures to which the new Dominion Governments, each of which will 
have separate Governors-General (Lord Mountbatten for the 
Union of India; Mr. Jinnah for Pakistan), will be responsible. In 
setting up Pakistan, the provisional partition of Bengal ar... the 
Punjab has been made subject to revision by Boundary Commis- 
sions which consist of High Court Judges representing India and 
Pakistan respectively. Pakistan includes British Baluchistan, 
East Bengal (with the Sylhet district of Assam), the North-West 
Frontier Province, West Punjab (trans-Sutlej, without the district 
of Amritsar), and Sind. 

The two Dominions are designated India and Pakistan re- 
spectively, and described as “independent” to emphasize the 
complete withdrawal of external control. The findings of the 
Boundary Commissions are to have the force of awards. The 
Legislatures of the Dominions will have the widest authority such 
as is possessed by any Dominion Parliament under the Statute 
of Westminister, and the present Central Legislature disappears. 
The Governor-General has power temporarily to make orders for 
carrying out partition, as also have the Governors of Bengal and 
Assam in their respective provinces. Under these powers of the 
Governor-General the division of the Indian Army, and arbitral 
awards regarding the sterling balances, public debt, and other 
property or services now handled by the Government of India will 
be carried out. The Act also provides for certain guarantees to 
officers of the civil services recruited by the Secretary of State. 
In regard to the armed forces provision is made for maintaining 
coordination during the successive stages of division, control of 
the British Army and Royal Air Force units remaining with the 
Supreme Commander under the Chiefs of Staff in London. 
Generally, the Act invests the new Dominions will the fullest 
treedom; the Constitution under which they will function at the 
outset will be mainly based on the Government of India Act 1935, 
but they have effective power to vary it through their Legislatures 
at their discretion. The new Act, in fact, affords a constitutional 
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means for securing the independence of the Dominions within or 
without the British Commonwealth at their will. 


Towards Peace with fapan 

On June 16 it was announced in the House of Commons that 
the British Government had accepted the Australian Government’s 
invitation to a British Commonwealth Conference, on the Minis- 
terial level, at Canberra to exchange views regarding a Japanese 
Peace Treaty. This question was brought to the fore by General 
MacArthur’s speech in March in which he advocated an early 
peace settlement and subsequent United Nations control over 
Japan. The fact that, in a more recent public utterance, the 
Supreme Commander changed his ground and proposed an 
American occupation of Okinawa, suggests that he has now 
realised that such control would not be feasible so long as the 
United Nations remains unprovided with armed forces. 

The first part of the proposal, however, has met with approval 
in most quarters. In the United States there is confidence in the 
Supreme Commander’s judgment and, while everyone may not 
share his optimistic opinion that democracy is firmly established 
in Japan, an early settlement would certainly be welcomed by 
Americans on the grounds that it would hasten Far Eastern 
economic reconstruction and, by bringing the Occupation to an 
end, facilitate a reduction of the armed forces. That it would 
materially reduce American financial burdens is doubtful. Al- 
though General MacArthur’s insistence upon the dispatch of a 
second Japanese whaling expedition to the Antarctic (notwith- 
standing Australian and British objections) and the permission 
granted to Japanese to exploit the phosphate deposits on Angaur 
island are evidence of a natural desire to hasten Japanese self- 
support, Japan will almost certainly require American monetary 
assistance for an unpredictable period. 

Since the war, Australia, led by Dr. Evatt, who is now visiting 
General MacArthur’s Headquarters in Tokyo, has taken a new 
and active réle in Pacific affairs. It is significant that the British 
Commonwealth representative on the Allied Council in Tokyo is 
an Australian and Australian public opinion has strongly advocated 
that the groundwork for a Japanese treaty should not be left solely 
to the Great Powers. The support given to this principle by Mr. 
Bevin in his Margate speech has accordingly been welcomed in 
Australia, and the fact that the preliminary British Commonwealth 
Conference is to take place at Canberra is recognition of Australia’s 
special interest in the Pacific. 

No comment has come from Moscow, and Russia’s reactions to 
an early peace settlement are unpredictable. She would probably 
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welcome the withdrawal of S.C.A.P.’ which has not encouraged 
the influence of other Allies in Japan and has directly discouraged 
the Japanese Communist movement. Judging from the attitude 
of the Russian representative on the Allied Council in Tokyo, 
however, it is conceivable that the Soviet Government will have 
strong views on particular aspects of the Japanese settlement not 
easy to reconcile with those of the United States. For instance, a 
problem is already foreshadowed in regard to reparations in kind 
by the Russian expropriation of Japanese industrial equipment in 
Manchuria. 

Great Britain in interested on the score of security and of the 
restoration of her pre-war influence in Japan, but perhaps most of 
all in Japan’s economic future. She recognises the need to restore 
a reasonable standard of living in Japan, but in the revival of the 
Japanese textile industry she faces a dilemma. Although Japanese 
industry could, if permitted and supplied with the necessary raw 
materials, do much to remove the present dearth of consumption 
goods in Eastern markets, the restoration of the Japanese textile 
trade might well imply the resuscitation of Lancashire’s most 
formidable competitor. It is true that the impact of this competi- 
tion would be reduced if the Japanese were restricted to production 
of low-grade textiles, but the President of the Board of Trade has 
indicated that it is not the intention of the British Government to 
insist upon such a restriction which would, in any case, be difficult 
to maintain, if only because the United States and Egypt will 
probably wish to sell their long-staple cotton to Japan. 

The Japanese themselves no doubt hope that the restoration of 
peace will open a doorway for their early readmittance to inter- 
national society. ‘The removal of direct foreign control should also 
reveal whether the democratic ideal implanted by General 
MacArthur is a hot-house flower or capable of withstanding 

nclement weather. 

The latest development has been an invitation from the United 
States Government to the other nations represented on the Far 
‘astern Commission (which sits in Washington), to a meeting on 
\ug. 19 to establish the treaty-drafting procedure. Since the 
onference at Canberra has now been fixed for Aug. 26, the 

terested members of the British Commonwealth have been 
bliged to ask for a short postponement. Another matter to be 

justed before the meeting proposed by the United States takes 
lace is that of the Commonwealth participation in the peace 
egotiations. For instance, existing Indian representation upon 

Far Eastern Commission will no doubt be replaced, after 

15, by separate representation of the new Dominions of India 


1 Supreme Command Allied Powers. 
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and Pakistan; South Africa and Burma, though hitherto unre- 
presented on the Commission, have intimated a desire to have a 
voice in the settlement with Japan. 


REFLECTIONS ON THE MARSHALL OFFER 


HE conference regarding the so-called Marshall Plan recently 

held in Paris‘ is without doubt one of the most momentous 
of recent times, and if it succeeds in the object for which it was 
convened it may well mark a turning point in the economic 
history of Europe. That object is the setting up of a temporary 
organisation, representing all European countries willing to 
co-operate, to bring together the data on which a programme 
covering Europe’s resources and Europe’s needs can be drawn 
up for presentation to the United States. At the time of writing, 
in late-July, it is not possible to assess the results achieved, 
and it would certainly be imprudent to attempt anything in 
the nature of prophecy. What can be done, however, is to turn 
one’s attention to the question of what the Marshall proposals 
are, and to comment on them from the points of view, in turn, of 
the principal countries and areas concerned, concluding with 
some remarks on the possible time-table and on both a short- 
term and long-term plan. 

The first thing about what is called the Marshall Plan is that 
it is not really a plan, but rather an invitation to Europe to make a 
plan. This can be seen at once from a few quotations from what 
was probably one of the shortest speeches in relation to its impor- 
tance that has been made in recent years. Mr. Marshall, speaking 
at Harvard on June 5, started by referring to the gravity of the 
situation in Europe, and said: “‘It is hard to comprehend the plight 
and consequent reactions of the long-suffering people, and” — and 
then at once a note is struck — “‘the effect of those reactions on 
their Governments in connection with our efforts to promote 
peace in the world.” 

He then went on to say that the visible destruction in Europe 
had been fairly accurately assessed, but that during recent months 
this visible destruction has been shown to be probably less serious 
than the dislocation of the entire fabric of European economy. He 
referred to the way in which the economy of Europe depended 


1 The countries attending were Austria, Belgium, Denmark, Eire, France, 
Great Britain, Greece, Holland, Iceland, Italy, Luxembourg, Norway, Portugal, 
Sweden, Switzerland, and Turkey. 
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upon the interchange of the products of the urban dweller and of 
the farmer, and to the way in which that system had broken down 
because, with the destruction and dislocation of industrial pro- 
duction, the urban dweller could not produce enough to attract 
the farmer to grow all he could and to part with all his own 
production beyond his own minimum needs. “The division of 
labour,”’ he said, ‘‘on which the exchange of products is based is 
in danger of breaking down.” He went on to say that Europe’s 
requirements for the next three or four years of foreign food and 
other essential products, principally from America, were so much 
greater than its present ability to pay for them that it must have 
substantial additional help. 

“The remedy,” he said, “‘lies in breaking the vicious circle and 
restoring the confidence of the European people in the economic 
future of their own countries and of Europe as a whole. Aside 
from the demoralising effect on the world at large,” he added, “‘the 
consequences to the economy of the United States should be 
apparent to all.”” That is in his mind, but it occupies, as will be 
seen, a secondary place. “Our policy,” he said, “should be the 
revival of an organic economy in the world so as’’—and here again 
the political note is struck—“‘to permit the emergence of political 
and social conditions in which free institutions can exist. Any 
Government that is willing to assist in the task of recovery will 
find full co-operation, but there must be agreement amongst the 
countries of Europe as to the requirements of the situation and the 
part these countries of Europe themselves will take.’’ Lastly, he 
said, ‘‘It would be neither fitting nor efficacious for the American 
Government to undertake to draw up unilaterally a programme 
designed to place Europe on its feet economically. That is the 
business of the Europeans. The initiative, J think, must come 
from Europe. The réle of this country should consist of friendly 
aid in the drafting of the European programme and of later 
support of such a programme, so far as it may be practical for us 
to do so. The programme should be a joint one, agreed to by a 
number of, if not all, the European nations.”’ 

Those sentences give the essence of his speech. When the first 
reaction of a large part of Europe appeared to America to be that 
this was a promise of new American money, Mr. Snyder, the 
Secretary of the Treasury, made some remarks to a press con- 
ference on June 25 intended to remove that idea. He said, “No 
promise has been made’’; and that, of course, is perfectly true. 
in effect, he interpreted Mr. Marshall’s speech rather as an 
invitation to Europe to plan, and in particular to plan what Europe 
could do for itself. 

It is fairly clear what was in Mr. Marshall’s mind when he 
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spoke. In the forefront of his mind is the general object to which 
he and his Department are devoted, the maintenance and extension 
of free Governments throughout the world. He realised also the 
extent to which Europe is dependent upon loans and gifts which 
are now running out. He realised that if there was a sudden break, 
with consequent impoverishment in every country, all the forces 
which make for chaos or for the institution of the kind of govern- 
ments and systems which are as obnoxious to him as they would 
be to Western European democracies would be greatly streng- 
thened. At the same time, two experiences had shown him the 
very great difficulty of going to Congress time after time and say- 
ing, ““Now we must have a loan or a credit for Great Britain,” 
““Now we must have something for Greece and Turkey,” and so 
on. Those piecemeal efforts had been very difficult and were 
likely to be increasingly difficult, especially if it was not clear to 
the American Congress and to the American people that the money 
which was going out was being used to a reasonable extent to 
improve Europe’s permanent position, to enable Europe to get 
gradually back to a position in which it would be paying its own 
way. In asking Europe to make its own plan he probably had very 
much in mind the kind of way in which he would like to present 
his next request to Congress. If he could demonstrate that there 
was a joint and agreed plan, which showed at the same time a real 
prospect that the aid required would lead to real reconstruction, 
he would have a much better chance with Congress than if he 
proceeded, as had to be the case in the past, by piecemeal appli- 
cations. 

That is why this statement should be looked on not as a promise 
or as an indication that there is a detailed plan. It is not itself a 
plan. It is an invitation to Europe to plan something on the basis 
of which it will be much easier for the American Executive to 
persuade the American Congress and people that there is some- 
thing really worth while to support. 

It may be well to consider now the general background of this 
plan, these proposals, and this situation. The fundamental fact, 
of course, is that after this war (and to some extent also as a con- 
sequence of what was happening even before the war and apart 
from the war), half the world is dependent for many of its necessities 
upon production from the other half of the world, which it cannot 
pay for by current exports. That is at the basis of what is called 
the dollar or hard currency crisis. It is, of course, a crisis between 
one half of the world and the other. It is not just a crisis between 
America and Europe; it is between all the hard currency countries 
on the one hand, the countries which are exporting more than 
they are importing, and the soft currency countries, in which the 
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converse is true, on the other. One can, however, sufficiently see 
its character and its order of magnitude by looking at the position 
first of America, as the principal and far and away the most 
important of the hard currency or surplus countries, and then of 
Great Britain and one or two others as representative of the 
opposite class. 

This year America is exporting goods and material to the value of 
approximately 16 billion dollars, or £4,000,000,000. She is import- 
ing, in round figures, just about half that amount, about 8 billion 
dollars-worth. The difference between those two figures is this year 
being bridged—in other words, the countries which are importing 
American goods are only able to get them by the fact that America 
is in one form or another either giving money or opening credits 
on which countries like Britain are currently drawing, or making 
loans of one kind or another to the extent of the difference. In 
this must, of course, be included what America is spending in an 
area such as the American or joint American-British zone in 
Germany. 

That is the way in which that gap is being bridged at this 
moment, and the sinister and dangerous fact is that the great 
bulk of this export of American capital is of a terminating character 
and obviously cannot and will not be renewed in the same form. 
There are the U.N.R.R.A. contributions which have just come to 
an end, and there are not going to be further contributions of the 
same kind. There is the American credit opened for Great 
Britain, on which she is drawing {400,000,000 to {500,000,000 
this year. There is no possibility of another credit of that kind. 
And so it is with other countries in Europe. 

If these contributions and credits come to an end, as most of 
them will, within this coming year, and some of them within this 

ilendar year, then if they are not replaced by some other form 
f export of American capital the only possible result will be that, 
to the extent of the gap which remains, American exports will be 
cut off because people cannot pay for them. It is not suggested 
that in the worst possible case there would be a sudden stoppage of 
5 billion dollars-worth, £2,000,000,000, of American exports, but 
there might be a stoppage of three or four or five billion dollars- 
worth. If that happened, the result would obviously be utter 
lisaster to the countries that are now importing goods from 
\merica by means of these loans and gifts. 

How great a disaster can be illustrated by our own case. Our 
wn hard currency deficit this year is not less than {600,000,000 
terling. A short time ago Mr. Dalton said that he was introducing 

tobacco tax mainly in order to effect a dollar saving, and when 
e was asked what dollar saving he hoped to get he said £74 
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million. We know that the doubling of the tobacco duties is a 
considerable hardship. If for that considerable hardship we get 
only something like one-sixtieth or one-seventieth of the saving 
required to bridge the gap, that gives some idea of what would be 
involved if the gap had to be bridged entirely by sacrifice of 
imports. On June 30 Mr. Dalton said that to reduce the gap he 
proposed also to do something about films, newsprint, and petrol: 
but even the total imports under those heads do not amount to 
more than about {100,000,000, which is not more than one-sixth 
of the deficit this year; and, of course, while there may be some 
savings on them, it is not possible to cease importing them 
completely. 

It is obvious, therefore, that if there is no form in which the 
present loans or credits, not necessarily for ourselves in particular 
but for the soft currency area of the world, can be replaced, the 
results will be quite catastrophic. There will be something like 
starvation, and a stoppage of industry for lack of raw materials. 
While we may go on increasing our exports, it is obvious that 


neither we nor other countries are going to increase them to f 


anything like the extent needed to bridge this gap within this 
next year, when for the most part the existing methods of bridging 


it will have come to an end. That is the effect on ourselves, and 
upon Europe, whose case is to some extent represented by our [7 


own Case. 

On the American side, it would also be serious if there were 
a sudden cutting off of, say, three or four billion dollars-worth of 
exports. It would mean, of course, a great export slump, which 
might very well have serious effects, especially if its impact was 
felt at a time when there happened to be a recession through 
internal causes such as price disequilibria. If on top of a rather 


weak position (which might by itself be fairly quickly corrected) 7 


America had an export slump of the order of magnitude of three 
or four billion dollars, it might cause a great depression. It is 
also to the advantage of America, therefore, to prevent a sudden 
slump of exports on that scale. 

It is as well, however, that on this side of the Atlantic we should 
not overstate or draw exaggerated conclusions from that un- 
doubted fact. There are, after all, other ways in which America 
could replace a sudden loss of a market for some of her industries. 
She could adopt the same kind of policy as was contemplated 
here when we were thinking of the danger of unemployment 
through a falling off of demand (which is quite different from the 
kind of unemployment which now threatens us). She could 
increase purchasing power by reducing taxation, extending 
public works, and so on. While there would undoubtedly be 
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some dislocation, she would have it within her power to correct 
or mitigate the consequences of an export slump resulting from 
our and Europe’s inability to buy. 

Nevertheless, the balance of payments position remains, and 
has to be bridged somehow. It would be a very good thing if 
countries would all approach their economic and financial pro- 
blems by way of plain arithmetic. The arithmetic of the balance 
of payments for every country and at every moment is inexorable. 
If you take the four items: (i) the receipts you get from what you 
sell, (ii) the payments you make for what you buy, (iii) the net 
result of any investments or loans which you may have made in 
the past, and (iv) current borrowings or lendings, those four 
items must always inexorably cancel out to zero. If, therefore, 
you have a major change in one of those items— in this case, a 
cessation of a great part of the current lending in America in this 
year to the order of several billions of dollars — then exactly that 
amount of change must be spread over the other three items of the 
account. There are several ways in which a country may by policy 
direct and determine the character of the adjustment, but it 
cannot alter the extent or amount of the adjustment by a dollar 
or a pound. 

So much for the particular position of America and of this 
country. We now come to other countries. In France, of course, 
one of the most crucial and important problems in relation to the 
whole of these plans is the political position. The Government is 
precariously balanced on three parties of almost exactly the same 
strength, and any Government of any party can scarcely govern 
for long without coming to terms with each of the other two 
parties. For the moment the Communists are out; but obviously 
the extent to which they can be disregarded or overridden is 
politically an extraordinarily difficult problem for any French 
Government. When it comes to negotiations like those going on 
at present, where the main issue presented is one between East 
ind West, France is the crux, as indeed she is the crux, perhaps, 

n the whole of the future political problem of Europe. 

Next as to Russia. Russia took part in the first meeting in 
Paris between the Foreign Ministers of Britain, France, and the 

5.S.R. to discuss the Marshall offer. It is not necessary here to 
pursue the reasons for the breakdown of those talks; it would 
probably be too much to say that Russia came in just to block 
them. Russia would probably like an arrangement something like 
an enlarged and continued U.N.R.R.A., in which there was a 
pouring out of money with very little or no control over how it was 
spent once an allotment had been received by a particular country. 

For reasons already mentioned, it would be profitless to specu- 
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late very much on the future. It may, however, be not unwise to 
venture an opinion in reply to those who say that we and other 
European countries must in no case make arrangements ourselves, 
because they will offend Russia and widen the gap between East 
and West on the closing of which secure peace depends. If it is 
the case that, not by our wish, not through our fault and not by 
our decision, it proves impossible to make a bridge between the 
West and the East, then even from the point of view of making a 
bridge later it is preferable that the West should now make itself 
strong and should replace chaos and impoverishment by order 
and prosperity. 

There is, after all, one form of international competition to 
which no country has the right to object on the part of any other 
country. It is that any country or any region should do its best 
within its own area to improve the lot of its people. If Russia 
would do that, if Russia would devote herself to developing the 
potentialities of her own system and her own country, and do it 
so successfully that when the rest of the world looked on they 
would say “These people have found the solution”, then many 
people might be sorry that the solution was in that direction, but 
we should not feel about that form of international competition 
as we do about the very different form of competition in which 
she is now indulging. It is certain that if the rest of Europe can 
by co-operation and international effort replace chaos and im- 
poverishment by national prosperity, we shall be in a better 
position even as regards our relations with Russia, to say nothing 
of the better position which we should be in should the worst 
happen. Therefore, let us have a bridge if it may be, but if it 
may not be, then a buttress. So much for our attitude so far as 
Russia is concerned on this matter. 

To come now to the question of the time-table and the pro- 
cedure and possible plans. The first and most important thing to 
bear in mind is that these loans upon which the present precarious 
economy of this country and of Europe is based are running out 
either during this calendar year or within a year from now. 
Next year in America is Presidential Election year. There is at 
present a Democratic Executive and a Republican Congress, and 
no plan of this kind, therefore, can get through except on a bi- 
partisan basis. A bi-partisan agreement upon any major policy 
becomes increasingly difficult from the beginning of the Presi- 
dential Election year, and very soon in that year becomes com- 
pletely impossible. Congress, therefore, must have something on 
which it can act before this calendar year is over. That means 
that Europe has to produce something in the nature of a plan in 
the next two or three months. 
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It is obvious, then, that the urgency of the time-table is of the 
utmost importance. This affects both the procedure and machinery 
for arriving at a plan and the kind of plan at which we must aim. 
That is why it is advisable to give some consideration now to the 
question of the plans to be prepared. There must be a plan which 
is sufficiently simple for it to be possible to obtain agreement on 
it in the next two or three months, and there must be afterwards 
a plan for the economic salvation of Europe, which cannot 
possibly be worked out and agreed in that short period of time. 
There must accordingly be two plans. 

There must also be machinery, at least for this first plan, which 
is rapid in its working; and that means in practice that it must be 
improvised for the purpose. It is obviously not possible to use, 
for a quick plan of this kind, an organ of a permanent world 
organisation like U.N.O. It is to be hoped that the time will 
come when the later stages may be in whole or in part referred to 
an organ such as the U.N. Economic Commission for Europe, but 
that must be later. One should not think of that as being a slap 
in the face for U.N.O., or as being in any way surprising. After 
the first world war the League of Nations did ultimately come to 
take a very important part in the reconstruction of Europe, with 
the reconstruction of Austria, Hungary, Bulgaria, Greece, and 
other countries; but the first emergency methods of dealing with 
the situation immediately resulting from the war which had then 
just ended were not taken through the League of Nations. They 
had to be taken by the victorious belligerents in that war, with the 
association of some neutrals, either through what was left over of 
the war machinery or through new and improvised machinery 
for the purpose. 

It must be the same now. There was at first a possibility that 
some of the European countries might try to insist that the task 
of drawing up a programme for Europe should be handed over 
to the U.N. Economic Commission for Europe, but fortunately 
that course was not pursued. It is obvious that if that had been 
done, and if Russia had used her power of veto under the Charter 
to block progress, or to block it along a particular line, there 
would be no need for elaborate calculations about the voting 
majority. Within a body of that kind it would be possible, if not 
to block progress for ever, at least to prevent sufficient progress 
within the period of two or three months, which is the decisive 
period. 

What then? Should the countries draw up a partial plan, and 

iy that they know that so many millions will be needed for 
Europe, and that they will come back again next year? That 
would be absolutely fatal. Anyone who has had any negotiations 

B 
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with America knows that the most fatal thing of all, when there 
exists an urgent and imperative need for a big thing, is to ask for 
only a quarter or a half of what is wanted to start with, and then 
try to get it in instalments. America’s inclination is always to help 
the big, global, constructive proposal, and not the proposal which 
looks as if it was not part of a hopeful scheme but was only one 
instalment, to be followed by an indefinite number of other 
instalments. It is imperative, therefore, to have a global total. 

There is good reason for thinking that the only kind of global 
total on which it is possible to agree quickly is one which is based 
on the existing deficit in the European balance of payments, with 
certain rather broad indications as to how money equal to that 
total should be spent in food, in capital equipment, and so on, but 
without an attempt in these few weeks that are left for the com- 
pletion of the first plan to allocate every dollar or even every 
million dollars to a precise country or a precise purpose. 

Starting with the sort of deficit that exists in the balance of 
payments, it is probable that agreement could be got fairly 
quickly among the countries that are out to agree. 

That, however, is not enough. It is no use saying that we should 
like to go on drawing on America as before, because we have 
been spending a very small proportion of this money on anything 
that helps future recovery; the great bulk of it has been spent on 
current consumption needs. We must, both for our own sake and 
to make any plan acceptable to America, make it clear that a much 
larger proportion, and at least a very definite amount, of this new 
assistance will be going to really productive and reconstructive 
purposes. Within the global total, therefore, we ought to try even 
in this first plan to pick out certain genuine productive purposes; 
for example, coal-mining machinery for the coal-producing 
countries, capital equipment to assist transport and food, and so on. 

We might go even further and say: ‘“We do not know quite how 
much ought ultimately to be put into the Ruhr, but we are quite 
sure that x billion can be put into the Ruhr, and we shall certainly 
get back more than its value in return.”” We have an authority 
there, the British Control Commission, with whom we can deal 
and make satisfactory arrangements to safeguard the lender 
against loss or political abuse. In the same way, we might say that 
although we do not know how much should go into coal-mining 
machinery in France, we know that it will be safe to allot so much 
for that purpose, and the same with Great Britain and other 
coal-producing countries. Within the global estimate of what is 
wanted, therefore, there will then be a hard core of really pro- 
ductive and safeguarded investment. 

There would be a great gap between this hard core and the 
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global estimates, and as regards that gap it would be necessary to 
say that for the time being supplementary assistance must be 
given, within the global total, by piecemeal negotiations between 
America and individual countries. But we could also say: “The 
extent of that supplementary assistance will diminish, because we 
in Europe, who have started by making a small hard-core plan, 
are, as we go on with our work, enlarging the small original plan, 
and putting more and more on an international basis instead of a 
purely national basis’. 

Thirdly, while in this first plan we cannot work out and agree 
upon reforms in the actual fabric and structure of European 
economy, we ought to indicate that the countries which are parties 
to the plan were definitely starting out to create areas of greater 
integration of their economy. Belgium, Holland, and Luxemburg 
have already shown, by their Customs union, that they are 
attempting to enlarge the area of free or freer exchange of their 
respective products. It should be, therefore, a part of the first 
plan that the countries coming into it are determined so to change 
their economies as to secure internally greater interdependence 
and externally less dependence. 

That is, in outline, the kind of first plan which it would be 
advisable to present to America before, let us say, the end of 
August. 

As regards the later plan, there, of course, one is brought up 
against some of the major problems of Europe, some of them 
resulting directly from the war, while some would have arisen 
ultimately even apart from the war. There is the problem of the 
re-industrialisation of Germany and of the Ruhr. There is the 
problem of reparations. There seems no possibility of that being 
solved before the first plan has to be produced; it is Chapter II of 
the plan. Then there is the problem of how to get greater areas of 
integrated economy in Europe, in Western Europe, or in blocks 
of Western Europe; the whole problem, in a word, of Customs 
unions. Customs unions are extremely difficult to form, because 
in history and for very decisive reasons it is very difficult to have 

Customs union between two or more countries without having 
omething very much like a common political authority with an 
importance perhaps equal to or greater than that of the national 
Governments of the constituent countries. That is a very long 

nd difficult problem, and it is possibly one which cannot be dealt 

with without intermediate stages. That is a matter which it is 
not possible to discuss here, and which certainly cannot be solved 
n time to include in this first plan. 

Some people speak as if because Great Britain no longer has 

nything like the same competitive economic and industrial 
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supremacy in relation to the rest of the world which she enjoyed 
in the past, her people are inexorably condemned to a gradual 
decline of standards; and it is assumed that the same is true of 
Europe as a whole. There is no reason to accept this as true. 
What probably zs true, both of this country and of Europe, is that 
we shall not in future—we in this country certainly shall not— 
have the same relatively high standards in comparison with other 
countries, such as America, that we enjoyed in the last century. 
It is certainly true that Europe will not, as a continent, have as 
great a superiority over most of the other continents of the world, 
and as near an approximation to the standards of North America, 
as it has had in the past. If, however, one is thinking not in terms 
of war or struggle but in terms of human life, man’s happiness and 
well-being depend not so much on relative prosperity as on absolute 
prosperity. There is no earthly reason why, once reconstruction 
and recovery have taken place, we and the rest of Europe, who, like 
the rest of the world, are learning all the time improvements in the 
technique of production, should not improve our absolute 
standards. So long as we do not cancel the effect of these im- 
provements by slack work, shorter hours, and shorter working 
weeks, there is no reason why we and the rest of Europe should 
not, once we have passed this first period of reconstruction, 
improve our absolute standards by comparison with the pre-war 
position, though we shall not do so relatively to other countries. 


A.N. O. 


Full summaries of Mr. Marshall’s speech of Ffune 5 and of subse- 
quent statements by him and other leading politicians on both sides 
of the Atlantic, together with accounts of the proceedings in the two 
conferences in Paris, will be found in the Supplement to the World 
Today: the ‘Chronology of Events and Documents,’ Nos. 13 and 14. 


EUROPE’S DOLLAR CRISIS 


A NOTE ON THE MARSHALL OFFER 


fivxorrs dollar crisis reflects the great shift in productive 
power due to the marked decline in Europe’s present 
capacity to produce and the equally marked increase in United 
States capacity. As a result the trade relations between the two 
continents have become quite unbalanced. In the first quarter of 
this year Europe’s deficit on trading account alone was running at 
the rate of about 44 billion’ dollars a year, to which net imports 


1 One billion=one thousand million. 
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U.S. services may add another billion. Present indications 
are that the deficit in Europe’s balance of payments with the U.S. 
is still rising. 


DISTRIBUTION OF U.S. EXPORTS AND EXPORT BALANCES 
(In Millions of Dollars) 


Exports | Export Balances 


1936-38 | 1946 1947 \n996+ 38 1946 1947 
_ Aver. | Tote Rate? Aver. Total | Rate 








U.K. | 499 


855 | 1,330 | 4 +325 + 699| +1,141 

Continental Europe: } 
Western 609 | ay 3,364 | +195 | +1,775| +2,951 
Other 69 | 607 | 532} — 23 | + 542| + 437 
S.S.R 49 | 358 191} + 24 | + 257| + 147 
All others 1,741 5,676 8,957 | — 43 + 1,532 5 








‘otal 2,967 | 9742 | 14, 374 | + 478 + 4,805 | +8,727 


1 First quarter Sguew iultiptiod by four. 


Europe’s existing liquid reserves and credit facilities will not 
sustain a deficit of this order for more than a year or a year and 
a half. The position is, of course, different from country to 
country, and much depends on the degree to which a depletion 
f reserves is thought practicable. Also, on a twelve months’ 
ew prospects may be rather more favourable than now appears. 
n Britain, for instance, the intended further cut in public expendi- 


| 
| 
I 


ture will release more resources next year, and we may count on 


it least a slight improvement of output. Provided that these gains 
ire not fully absorbed in higher consumption, more will be avail- 
ble for investment and exports so that foreign borrowing could 


be correspondingly reduced. Even on optimistic assumptions, 


owever, balance is not yet in sight, neither here nor in other 
iropean countries, within the period that is covered by existing 
llar reserves. More or less substantial cuts in imports, therefore, 
Il be unavoidable in the fairly near future unless new financial 
d is obtained under the Marshall Offer. 

U.S. financial assistance can rectify the position, if the new 


resources which may be put at Europe’s disposal are effectively 


ed for increasing productive c capacity or, more precisely, if they 
e used for increasing Europe’s $ capacity to earn foreign exchange 

t by way of import replacement or of additional exports). 

lesion more than a mere restoration of pre-war levels of 
tput. Western Europe including Britain was able before the 
to afford a sizeable import surplus in its trade with other 
nents and with Germany: the “Marshall countries” taken 
ther had a trade deficit of roughly 24 billion dollars in repre- 
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sentative pre-war years’. More than half of this deficit was covered 
by unearned income from foreign investment (the rest from 
services) which will not be available any more. Hence, in order to 
replace this lost foreign exchange income and restore balance in 
external economic relations, European home output must be 
developed well beyond pre-war levels, the more so as at present it 
takes more of an output to purchase imports. 

In Western Europe, where man-power is a limiting factor, 
development is largely synonymous with increased productivity, 
which includes higher effort, better organization, and more capital 
per head. The latter requires investment, which must be financed 
in addition to the arrears of maintenance that have accumulated 
in most countries. Statistical programmes drawn up in the course 
of 1946 in France, Holland, and (a little later) in Belgium envisage 
for these purposes a capital outlay well in excess of domestic 
savings; in other words, they show an external deficit for a number 
of years. But the gap has now become so much wider than was 
originally thought — and the same applies to Britain — that the 
first estimates must be revised. Their revision is part of the 
preparatory work on the Marshall offer. 

The general considerations which will guide the drawing up of 
new plans are fairly clear. European investment resources are very 
scarce in relation to needs. It is therefore important to select, 
and concentrate on, those projects which, directly or indirectly, 
are likely to give the highest yields in terms of dollars saved or 
earned by them. Priority ranking according to this yardstick 
should now be possible over a wider area, as it can be assumed 
that the Marshall offer involves for Europe a relaxation of the 
ban on discriminatory trade and opens the way to some measure 
of pooling of European foreign exchange. Although national 
economic plans rightly take account of many other things, certain 
modifications are always possible by agreement. 

In a recent review of European investment projects, agriculture 
is bound to occupy a very high place. The deficiency relative to 
pre-war in the domestic food production of Western Europe is 
greater than the industrial shortfall (if we exclude Germany and 
Italy); the failure of some European Governments to lay their 
hands on all the food that is produced and imported has made the 
position still worse. In consequence, expenditure on foreign 
foodstuffs now absorbs a larger proportion than usual of the 
European import bill; in U.S. exports foodstuffs accounted in 
1946 for 23 per cent of the total value as against 10 per cent before 
the war. Improvements in agricultural output (and in collection 


1 Europe’s import surplus in the trade with U.S.A. was only a relatively 
small part of the total import surplus (see the above table). 
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systems), therefore, would lead to very significant savings of 
foreign exchange. Apart from weather conditions, such improve- 
ments will largely depend on the provision of commercial fertilizers 
and of farm equipment. The following table taken from the U.S. 
Foreign Commerce Weekly, June 14, 1947, shows the supply 
conditions and estimated requirements of chemical fertilizers, 
particularly in Western Europe. Progress since the end of the | 
war has been fairly rapid, although the expansion of output in 
some countries, especially Great Britain, has not yet overcome 


WORLD PRODUCTION AND CONSUMPTION OF CHEMICAL 
FERTILISER, PREWAR AND POSTWAR 
(Thousands of Metric Tons) 
1. NITROGEN 


Prewar average! 








Postwar 
1945-46" 1946-47" 
Est. | 
Pro- Con- Pro- | Con- Pro- | Require- 
Country duction | sumption| duction | sumption| duction | ments 
Western Europe: 
Austria I 5 neg. | I II 15 
Belgium 63 | 58 83. sO 89 132 go 
France 160 210 70° 185 150 235 
Germany 763 640 120° 125° 318 505 
Italy 80 116 25 46 59 129 
Netherlands 98 86 33 78 35 110 
United Kingdom 120 68 255 169 272 193 
Total Western 
Europe 1,285 1,183 586 693 977 1,277 
1 tota 2,488 2,587 1,760 1,747 2,412 3,284 
2. PHOSPHATES 
tern Europe: 
Austria 7 13 neg. I 9 31 
Helgiu - 
Luxemburg 253 35 120 35 265 95 
ance 374 348 212 | 217 441 450 
rmany 630 692 132° 136° 175 688 
205 218 30 «(| 30 222 267 
rlands* 88 103 65 50 157 144 
1 Kingdom Si 165 308 371 351 387 
tal Western 
| 1,679 | 1,624 867 890 1,620 2,062 
1 total 3,705 | 3,798 3,050 3,117 4,253 5,340 


rage for three fertilizer years, 1936-37 to 1938-39. _ 
Fertilizer year ending June 30. * Excludes Russian zone. 
ncludes Netherlands Indies, 
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losses elsewhere. Further improvements are expected in 1947-48, 
notably in phosphates in view of the recovery of the North 
African phosphate-rock industry. On a somewhat longer view the 
basic-slag facilities of the Ruhr may help cover European needs. 

As to farm equipment, French tractor requirements up to 1950 
have been recently assessed at 200,000 units, consisting mainly 
of 7 standardized types. For Great Britain the National Farmers’ 
Union put the annual value of all agricultural implements needed 
at about {21 million. Estimates also exist for Belgium and 
Holland. The claim of these investments on savings is relatively 
small compared with many other projects, and the resulting saving 
of foreign exchange may be considerable. The problem, therefore, 
is not finance but elasticity of supply both with regard to home 
and foreign producers. 

It must be added that most agricultural programmes that have 
been drawn up do not envisage a very significant increase of 
output above pre-war levels. Their ultimate aim rather is to save 
man-power, especially in France where it is thought that about 
1 million farm workers can ultimately be freed for industry. The 
needed long-run expansion of European home output, therefore, 
has to be achieved mainly in industry, while the food basis of the 
system is bound to remain outside Western Europe. Colonia! 
development now acquires an even greater importance than before. 

Industrial production in Western Europe including Britain has 
probably reached by now an average level of at least go per cent 
of pre-war if we disregard Germany and Italy. Further expansion 
is mainly a matter of coal and of raw materials (re-stocking), but 
ultimately a great deal also depends on additions to, and modern- 
ization of, existing plants. As in the case of farm equipment, the 
expenditure in most manufacturing industries on new machinery 
does not on the whole make very great inroads into savings, whilk 
the potential advantages which can be gained by a re-organization 
of European industry along the lines of modern mass production 
are undoubtedly large. All the same, the installation of mor 
elaborate manufacturing equipment is probably not among the 
most urgently needed tasks as long as present capacities are 
partly under-utilized because of shortages of raw materials. Also, 
production in many European industries is not yet sufficiently 
standardized to permit the application of modern mass production 
methods. Organizational improvements which include concentra- 
tion of production on raw material-efficient units, multiple shift 
working in certain industries, standardization, and so on, may be 
at least as important as re-equipment, which in any case is often 
conditioned by such improvements. And it may well be that 
greater emphasis on them will make possible a certain pruning o! 
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capital expenditures, with a consequent relief of the pressure on 
the balance of payments. 

In the meantime the European deficit must be tackled by the 
maximum concentration of expenditure that is technically possible 
on the expansion of the coal, power, and steel basis of the system. 
The importance of coal is so obvious that no more need be said 
about it, except perhaps that the cost of expansion must be 
measured not only in terms of mining machinery but also of 
deliveries of food and consumer goods to the Ruhr. For the time 
being European coal imports will have to be continued; their 
dollar cost (including freight) now seems to absorb about three 
quarters of the dollar earnings of the coal importing countries of 
the Continent. Investment in steel capacity is second in urgency 
only to coal. Existing plans in Great Britain and France aim at 

a total increase of capacity of about 3 million tons of crude. The 
intended investment in France is almost entirely for the purpose 
of re-organization and modernization with a view to saving fuel 
and labour; only little, if anything, is added to theoretical capacity. 
Thus the planned development in these countries, when carried 
out in the early ‘fifties, will compensate with a small margin only 
for the direct loss of the German steel exports to Europe’; the 
latter, as the following table shows, are now partly replaced by 
U.S. exports. 

EXPORTS OF IRON AND STEEL 
(ooo tons) 


Belgium- 
Germany| U.K. | Luxemburg| U.S.A. 


Jestination: 


Europe (incl. U.K.) 1937 1,899 495 1,343 392 
1946 — 562 1,159 1,068 

British Empire 1937 442 1,378 801 1,032 
1946 —_ 492 72 951 

Western Hemisphere 1937 | 620 271 585 783 
1946 130 212 1,329 

[otal 1937 3,627 2,609 3,559 3,475 
1946 . 1,564 1,577 3,764 


In view of the need for further additions to E urope’s s industrial 
apacity it is difficult to envisage a permanent eclipse of the 
German steel industry. German capacity would have to be 
replaced to a greater extent than is planned now by new produc- 
tion in other European countries — a costly policy which, more- 
Inland transport has been fairly well restored in many European countries; 
‘thers, which also include Britain, its restoration is still a major task of great 
ency 
[t would, of course, be more correct to measure the direct loss of German 
by the steel content of the former German export surplus. 
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over, encounters a grave obstacle in the prevailing man-power 
shortage in Western Europe. 

There is hardly a single major industry in Europe which would 
not immediately benefit from better supplies of coal and of steel 
(and — it almost goes without saying — of electric power). But 
two industries or industry-groups ought to be specially men- 
tioned: shipbuilding, because of its importance for the restoration 
of Europe’s shipping income, and the machine tool industry, 
producing the equipment which Germany formerly supplied 
in large quantities to European countries. The following table 
taken from the Bulletin of International News, March 3, 1945, 
may serve to underline the scope in this field. In the meantime, 
British exports of engineering equipment have made great 
progress, not, however, without cutting deep into domestic needs; 
these exports are now half as great again in volume as they 
were in 1938. 


SELECTED INDUSTRIAL EXPORTS, 1937 
(Million £) 








Metal manufactures (excl. machinery) 
Machinery and vehicles 
of which 
electrical machinery and apparatus | 
ships, vehicles, aircraft 
machine tools 
prime movers, and boilers 
textiles and leather-working 
machinery 
An estimate of the combined investment requirements in the 
various European countries and of the domestic savings available 
for financing them, obviously, can only be made by the Govern- 
ments concerned, the more so as their own decisions (e.g., on the 
volume of public expenditure) exert a decisive influence on the 
main items. The preceding short review has been devoted to one 
aspect of the problem only: to the need in European planning for 
maximum concentration on two or three bottleneck sectors. How 
long it will take to overcome the present European deficiencies 
and, in consequence, how much financial assistance is needed, 
will depend almost entirely on the time that it will take to break 
these bottlenecks. Naturally, this is not only a question of 
finance. At least equally important is the elasticity of supply of 
those goods on which the European nations will try to spend the 
bulk of whatever loans they may receive collectively. The working 
out of a list of goods — so much of this and so much of that — 
would greatly help output programmes on the other side of the 
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ocean. It is hardly necessary to emphasize that this list may also 
include articles for consumption. If their importation on loan 
account frees European resources for purposes of capital construc- 
tion, it can serve investment as effectively as the importation of 
machinery. 

One final note: In the attempt to speed up reconstruction and 
to achieve a new balance, Europe is bound in time to become more 
heavily capitalized or industrialized. But present conditions where 
selling presents small difficulties will not last for ever. The 
problem of markets for European goods will gradually gain in 
importance. For its solution it would seem imperative, among 
other things, to try to prevent from the start a weakening of the 
trade links with the developing European East. KM 

e 4 . 


HUNGARY’S POST-WAR ECONOMIC 
DIFFICULTIES 


ITHIN a little more than a quarter of a century Hun- 
gary is for the second time faced with the problem of 
building up her national economy. After the Great War of 
1914-1918 the drastic territorial changes brought about by the 
Treaty of Trianon shook the economic structure of the country 
to its foundations. The loss of more than two-thirds of her 
territory deprived Hungary of most of her industrial raw materials, 
the richest part of her agricultural land and forests, and her ports 
on the Adriatic. The disruption of her railway network and entire 
communication system increased her economic disintegration. 
The dismemberment of the Austro-Hungarian Empire caused 
the loss of markets for her agricultural produce and paralyzed her 
nternational commerce. Such a dislocation would, even in more 
normal circumstances, be attended by great economic convulsions 
nd material losses. In the case of a country like Hungary, which 
had to face this upheaval together with the inevitable conse- 
juences, not only of the losses caused by the war, but also of the 
burdens laid upon her as a defeated country, the way out seemed 
all the more difficult. 
It would lead too far afield to examine all the effects of the 
Treaty of ‘Trianon. Viewing the country’s position in retrospect, 
obvious that Hungary made a remarkable advance in over- 
ming her difficulties and progressed steadily towards complete 
momic rehabilitation during the inter-war period. Adapting 
erself to the changed circumstances resulting from her altered 
rnational position, Hungary rebuilt her economic system on 
w foundations. In the field of agriculture she used methods and 
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practices abreast of the times. She laid great stress on producing 
for a competitive market. New impetus was given to the furthe: 
development of industry, as a result of which the country, which 
prior to 1918 had been predominantly agrarian, was by degrees 
transformed into an agrarian-industrial State. The strongest 
stimulus to this development was the growing competition of 
overseas agricultural produce and the prevailing tendency towards 
self-sufficiency among the nations of Europe, which made the sale 
of Hungarian agricultural produce abroad very difficult. The 
density of the country’s population, which had risen to nearly 
100 per sq. km., pointed also to the necessity of industrialization. 

The outbreak of the second World War put a drastic end to the 
steady economic consolidation of Hungary. To a country which 
had hardly passed the stage of economic convalescence the up- 
heaval proved to be ruinous and devastating. Whereas the first 
war left the structure of industry and agriculture intact, at the end 
of the second war the greater part of the industrial equipment lay 
in ruins or was so badly damaged that for some time it was 
incapable of production. Agriculture suffered similarly. It was 
deprived of the greater part of its livestock, tools, and machinery. 
The communication system was destroyed to such an extent that 
even neighbouring districts remained completely isolated from 
each other. For more than eight months during the last stages of 
the war Hungarian territory was a battlefield. The damage 
caused by the ravages of war, together with the large-scale 
removal of Hungarian property by the retreating Germans, and 
the systematic dismantling of industrial establishments and 
removal of millions worth of all kinds of public and private 
property by the Red Army, were the main causes of the complete 
economic collapse, far more disastrous than the losses suffered 
after the first World War. 

There are no definite statistics available to show the exact losses 
Hungary suffered. Cautious estimates put them at about 50 per 
cent of the national wealth, which in 1938 was estimated at about 
£2,000 million, so the value of the losses suffered during the war 
and the post-war period amounts roughly to £1,000 million. ‘This 
is more than a severe loss to a country which even in normal times 
has always lacked sufficient capital to develop its natural resources. 

In view of such a heavy blow, the first problem the country had 
to face was that of setting production in motion again. This was 
all the more necessary because — apart from the most elementary 
needs of a starving population — Hungary had to fulfil her obliga- 
tions regarding the reparations imposed upon her by the armistice 
agreement. 

The rebuilding of the communication system proved to be one 
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of the most difficult tasks. Every railway line had been heavily 
damaged, and all major bridges blown up, and this constituted an 
obstacle both for rail and road communications and for river 
navigation. Only about a quarter of the locomotives remained on 
Hungarian territory, and the greater part of these needed extensive 
repairs. All the steamers and barges of the river fleet were either 
sunk or removed to Germany. In such circumstances the task of 
rebuilding the communication system seemed to be almost im- 
possible, but as soon as the first railway engines started moving 
on the tracks again life slowly returned to the country’s arteries. 
Industrial establishments, power stations, etc., were similarly 
put into working order. Without adequate material, tools, and 
other necessities a remarkable result was achieved within a short 
time. Had there been access to foreign markets from whence to 
replace the lost tools and machinery industrial rehabilitation 
would no doubt have been more thorough. But the first stages of 
rebuilding had to be done with the existing resources and with no 
assistance from abroad. 

Production in agriculture also met with many difficulties. 
Losses in this field were very great. Livestock was reduced to 
about a fifth of the pre-war figure, agricultural buildings were 
badly damaged, and tools and machinery destroyed or carried 
away. In such circumstances the tilling of the land would 
in any case have been very difficult. But careful planning and 
pooling of the remaining resources might perhaps have overcome 
the greatest obstacles, and production on a simple and more or 
less primitive scale might have yielded fairly satisfactory results. 
Every aspect should have been subordinated to the imperative 
demands of production. The population of the urban districts 
vas literally starving. The presence in the country of very large 
occupation forces exhausted what agricultural and food resources 
remained. Moreover, industry was badly in need of machinery 
nd raw materials which could only be procured in exchange for 
food and other agricultural produce. 

in spite, however, of these urgent demands, political consider- 
tions prevailed over economic sobriety. While active fighting 

il continued in the western part of Hungary the Provisional 
overnment decided to settle the long-standing problem of land 
form. In March 1945 a decree was issued ordering the seizure 
t every type of landed property exceeding 100 acres in extent. The 
nd thus seized was to be distributed among the landless peasantry. 

his hasty step naturally rendered all planning of production 
impossible. Whatever the defects of the big estates may have 

it is indisputable that as regards quality and quantity of 
production they achieved results far surpassing those of the small 
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holdings, especially in a country like Hungary where farming on 
small estates has, through lack of sufficient capital, always been 
rather backward and wasteful. For all practical purposes the dis- 
tribution of landed property was equivalent to confiscation. The 
owners received no compensation whatsoever, and the decree itself 
leaves the solution of this problem for a later time. 

The enforcement of the land reform law was carried through by 
local committees. These committees were entirely political as 
regards their composition and, influenced by party sympathies 
and antipathies, very often seized even properties falling below 
the 100-acre limit, thus creating uncertainty among the peasants 
and other landowners. One of the worst psychological effects of 
the agrarian reform and its execution was the undermining of 
trust in the safety and inviolability of private property, and as a 
result of this many peasants were, and still are, reluctant to 
produce more than is necessary to cover the needs of themselves 
and their families. 

Very often the seized lands were given, not to peasants, but to 
town dwellers, who were rewarded in this way for services ren- 
dered to one or other of the ruling political parties. Having no 
knowledge or experience of farming, many of these newly-created 
“farmers” simply left their land untilled and returned to the 
towns. In the case of the genuine peasants who were given 
5-10 acres of land, great difficulties arose through the lack of 
livestock and tools. Many of them were unable to till their land, 
and thousands of acres remained unploughed. Such were the con- 
sequences of the untimely agrarian reform which, by the reckless 
distribution of even the moderate-sized holdings, is mainly 
responsible for the very low level of agricultural output today. 

The Government attempted to deal with these difficulties by 
popularizing the idea of co-operative societies among the farmers. 
Not only, however, were the authorities in no position to provide 
these societies with the necessary tools, machinery, and livestock, 
but also the peasants themselves regarded the idea with suspicion. 
They thought it was dangerously similar to that of the Soviet 
“Kolkhoz” system which, as a product of Russian Communism, 
is entirely strange and unacceptable to the highly individualist 
Hungarian peasant mind. 

The consequences of the agrarian reform are clearly reflected 
in the latest harvest results. According to the official statistics 
issued by the Government, the acreage of tilled land in 1946 
corresponded roughly to that of 1938. The harvest for 1946, 
however, failed to reach half the 1938 figure. This is too big a drop 
to be attributed exclusively to the unfavourable weather con- 
ditions in 1946. As a matter of fact the harvest results of 1946 
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show no improvement on those of 1945, which suggests that the 
causes of the low output must lie in the newly organized structure 
of the country’s agriculture. A further consequence has been that, 
despite the great demands for wheat, barley, oats, and similar 
cereals in all the neighbouring countries, Hungary has exported 
none of these commodities since the war ended. On the contrary, 
the Government has been compelled to import wheat and flour 
to meet the minimum of the population’s needs; whereas up to 
1938 the country possessed large surpluses of these commodities 
for export. 

Production in industry, on the other hand, shows more hopeful 
signs of revival. By the middle of 1946 output amounted to about 
40 per cent of the 1938 figure, the value of which was estimated 
at some {180 million. That of the present output may be placed 
at round about £75 million. This is by no means a negligible 
achievement, bearing in mind the destruction caused by the war, 
the removal of industrial plant by the Germans, and the dis- 
mantling of heavy industry by the Soviet forces. 

Though badly crippled, Hungarian industry has to carry the 
major part of the burden laid upon the country’s shattered 
economy. It has to produce goods needed for the reconstruction 
of Budapest and other cities, and also for industry, agriculture, 
and communications. It has to manufacture commodities to meet 
the primary needs of the population, to produce for export, and, 
finally, to meet the requirements of reparations. 

The fulfilment of the reparation liabilities is the determining 
factor in the economic policy of the present day. The Peace 
Treaty, signed on Feb. 10, 1947,' fixed the country’s reparation 
bligations at $300 million, payable over 8 years from January, 
1945. ‘Two-thirds of this are due to the Soviet Union, and the 
remainder is to be divided equally between Yugoslavia and 
Czechoslovakia. 

Out of the sum due to the Soviet Union, $166 million is to 
e delivered in industrial goods, and the remaining $34 million 
n agrarian produce, such as cereals, seeds, livestock, oil, oil 
products, hides, etc. The same ratio applies to the reparations 
iue to Yugoslavia and Czechoslovakia. 

An agreement with regard to the execution of the reparations 
ierms, as drafted by the armistice agreement of January 1945, was 
concluded with the Soviet Union in June 1945. According to 
this Hungary’s reparation obligations were to be reduced by 
536 million in respect of industrial equipment dismantled and 
carried away by the Soviet forces of occupation. It is a well-known 
act, however, that the value of the dismantled industrial machin- 


1 Cmd. 7022 of 1947. 
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ery alone represents a much greater sum than $36 million, let 
alone the millions worth of other kinds of property, public and 
private, industrial and agricultural, works of art, etc., removed by 
the Soviet Army. The value of these goods, which cannot be 
regarded as war booty under international law, is, according to 
the most moderate estimates, higher than the reparations liability 
of $300 million. But even if we disregard the problem of re- 
moved property and restrict our examination to the terms of the 
agreement of June 1945, we cannot fail to come to the conclusion 
that in reality Hungary has to pay a much higher sum towards 
reparations than that fixed by the Treaty. 

The value of the industrial goods to be delivered is fixed by the 
Soviet Union in terms of U.S. dollars at the 1938 price level. 
These prices amount to no more than 40 per cent of present world 
prices. Hungarian liabilities are thus increased by 150 per cent, 
which in fact means that industrial goods to be delivered to the 
Soviet Union represent $415 million instead of the $166 million 
fixed (at the 1938 rate) in the reparation agreement. 

With regard to the removed industrial equipment handed over 
to the U.S.S.R. as part payment toward reparations, the Hun- 
garian Government undertook to repair and replace such machin- 
ery as was damaged or lost during the removal. The cost of the 
necessary repairs is estimated at $12 million. Adding this sum 
to the real value of industrial reparations, as calculated above, 
Hungary has to deliver industrial goods to the Soviet Union alone 
to the value of $427 million. Calculating the value of such goods 
due to Yugoslavia and Czechoslovakia on the same basis, Hungary’s 
industrial reparations altogether amount to over $640 million. 

Even if the valuation of the agrarian and other commodities is 
taken at the 1938 price level, the real value of the reparation 
liabilities of Hungary represents $688 million. Apart from this 
she must pay heavy penalties for each day of delay in delivery and 
must also cover all the expenses of transport. 

At present more than half of Hungary’s industrial production 
goes for reparation purposes. It is hard to imagine how her 
industry, with its reduced capacity and its damaged, insufficiently 
repaired, worn out, and already partly obsolete machinery, will 
be able to meet the demands confronting its different branches, 
even though the period of payment of reparations has lately been 
extended from six to eight years. 

The rebuilding of Budapest and other towns and villages also 
presents a very grave problem. In Budapest alone more than 
half of the dwellings were rendered completely or partly unin- 
habitable, and lack of material and shortage of capital have so far 
prevented any great progress being made. 
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The whole population suffered heavy material losses during 
the last few months of hostilities and in the bitter aftermath 
of the war. Losses caused by the war and the wholesale ransack- 
ing of personal property by the Red Army were bound to spell 
extreme distress. It was not possible for the authorities to provide 
the primary necessities of food and clothing for everybody in need 
of them. In the great confusion following the end of hostilities no 
rationing system or allocation of consumer goods was introduced; 
the total lack of supplies and transport would have rendered such 
an effort futile. The Government tried to meet the more urgent 
needs by distributing certain consumer goods through the places 
of employment, but this system did not, of course, provide for 
the great masses who were employed neither by one of the larger 
firms nor by the civil services, and all these people had to cover their 
needs by buying on whatever terms they could. Dealings either 
took the form of barter or were conducted in stable foreign cur- 
rency, mostly in U.S. dollars and gold. At a later stage, when 
the Government introduced price control and the system of alloca- 
tion for the most necessary consumer goods, inflation and scarcity 
of commodities created a favourable ground for a flourishing 
black market. 

Apart from material losses, the most serious blow sustained by 
the population and by the national economy in general were the 
two inflations between April 1945 and August 1946, the limits 
of which far surpassed even those of the German inflation in 
1923. The already meagre stocks of savings and mobile capital 
vanished during this period, and the middle class, the chief sufferer 
from the war and its aftermath, was reduced to a condition of 
starvation. 

In August 1946 the Government took drastic measures against 
the inflation, and introduced a new currency, the forint. This 
currency is based upon the gold reserves of the Hungarian 
National Bank, carried away by the Germans in 1944 but found 
and restored by the American military authorities in Austria. 
Another reserve is the amount of foreign assets in possession of 
the Government. Thus the new currency started with a backing 
of about £12 million of reserves in gold and foreign assets. 

The introduction of the new money was accompanied by a 
strict policy of deflation. Salaries and wages were fixed at roughly 
one-fourth of their pre-war level, and the amount of bank notes 

n circulation was fixed so aS to reach a maximum value of about 
{22 million in August 1947. Credit is subjected to a severe 
Government control and the term of credits granted never 
exceeds one year, the rate of interest being 12 per cent. During 
the three months from August to October 1946 credit to a value 
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of £5 million was granted, mostly to industries dealing with the 
production of goods for reparations. 

The severe restriction of credits is, however, a great obstacle 
to industrial and agricultural recovery. In order to augment their 
output both industry and agriculture are badly in need of credit 
and capital. Greater production would mean a higher national 
income. On the other hand the chief weapon in the hands of the 
Government towards maintaining the stability of the currency is 
the restriction of the money in circulation. In view of the great 
scarcity of commodities any increase in the number of notes in 
circulation would mean increased purchasing activity, and a 
tendency towards higher prices, so leading to inflation. Thus 
production on the one hand and financial policy on the other are 
entangled in a vicious spiral. 

Control of prices, allocation of raw materials by the Govern- 
ment, and strict exchange control accompanied the new financial 
policy. But it is beyond doubt that this policy lowered the 
standard of living below any limit hitherto known. Whilst prices 
are being fixed at, or sometimes even above, the world level, 
wages and salaries are hardly enough to keep body and soul 
together. 

Not even the strictest economic and punitive measures have 
succeeded in strengthening the faith of the nation in the stability 
of the new currency. The psychological factor of bitter experience 
in the near past is no doubt to a great extent responsible for this 
lack of confidence, but there are other reasons as well which 
make people at least doubtful as to the final result of this financial 
strategy. The productive capacity of Hungarian industry and 
agriculture is still too small to form a sound basis for a healthy 
and steady national economy. The reparation liabilities are too 
great a burden. Hungary’s foreign trade is as yet hardly one-fifth 
of its pre-war volume and most of the imported goods are being 
used for the production of manufactures for reparations. ‘The 
population has to carry too great a burden in the effort for stabiliza- 
tion, the sound economic foundations of which are entirely 
lacking. The unsettled state of the whole Central and South- 
Eastern European area is also responsible for the lack of the 
psychological background necessary to protect and promote the 
cause of the national currency. (The lack of money prevents the 
masses from investing their savings in gold or foreign currencies, 
yet private quotations already mark the U.S. dollar at 30 forints, 
as against the official rate of 11.75 forints.) 

The first post-war Budget for the financial year 1946-47 
reveals the seriousness of Hungary’s economic problems and 
leaves little doubt as to the country’s precarious situation. The 
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Budget estimates the total State expenditure at {58 million. 
Out of this sum, reparation payments will absorb {16.4 million, 
the expenses of the Soviet army of occupation £3.8 million, and 
the funds created to meet other obligations arising out of the 
Peace ‘l’reaty (reparations payable to Allied nationals for damage 
caused to their property, etc.) £4.1 million. At the same time only 
{2 million are provided for purposes of reconstruction. 

It is not possible to discuss Hungary’s international economic 
relations without also taking into consideration her international 
political position. Hungary lies behind the so-called iron curtain. 
Her territory has, for two years or more, been occupied by the 
armed forces of the Soviet Union. Like other States in this 
yosition or under Soviet control, she is one of the countries that 
Russia regards as lying within her security zone, and in which she 

nts to see “friendly” Governments, willing to link their econo- 
mies as Closely as possible with her own. Hungarian internal and 
international policies in general, and her economic policy in par- 
ticular, show how the country fell in with these plans. The so-called 
‘democratic”’ institutions of the Republic are but a veneer which 

, more or less successfully, to cover the totalitarian substance. 
Despite its defeat at the general election in November 1945, it is 
the Communist party that decides on the path to be followed. 
The Communists and their satellites hold the key positions in the 
Government, including the post of Secretary-General of the 
Supreme Economic Council, which effectively controls economic 
policy. As the Communist party enjoys the full support of the 
Soviet occupation authorities it is not surprising that the wishes 

> Soviet are usually carried out. 

rhe closeness of relations with the Soviet Union is especially 
noticeable in the sphere of foreign trade. In 1938 this was valued 
tabout £45 million. The highest proportion was with Germany, 
vith a value of {21 million. Trade with Great Britain and Italy 

is valued at approximately £3 million in each case. More than 

ree-quarters of Hungary’s foreign trade was conducted with 
untries in Central or Western Europe. In 1946 its value 
dly reached one-fifth of the 1938 figure. Trade with Germany 

: ane | non-existent, and more than two-thirds of all trade 

isactions were concluded with Soviet Russia and countries 
de r Soviet occupation or control. 

e preponderance of Soviet relationships in the economic 
oh here is even more outstanding if we take into account the 
elivery of goods in fulfilment of the reparation liabilities to the 
Soviet Union. Through these deliveries the Soviet Union is the 

ef trading partner of Hungary. The presence on Hungarian 

rritory of a Soviet army of occupation and the control exercised 
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by it over the Hungarian communication system and the super- 
vision of the country’s industry, in connection with the deliveries 
of reparation goods, gave Soviet Russia the power to decide about 
the most vital interests of Hungarian national economies. 

The Potsdam agreement transferred all German assets in 
Hungary into Soviet hands, thus giving the Soviet Union a 
controlling position in the management of many important indus- 
trial, agricultural, and transport undertakings. Possession of the 
former German assets did not, however, give the Soviets contro] 
over the entire economic life of Hungary. In order to achieve 
this end new methods had to be introduced, consisting on the 
one hand of nationalization of the basic industries, and on the 
other hand of the creation of joint Hungarian-Soviet companies, 
in the case of concerns which were already controlled by the 
Government. 

Under the terms of the Soviet-Hungarian trade agreement of 
August, 1945, joint Soviet-Hungarian companies were created for 
the exploitation and management of Hungarian oil fields and 
bauxite deposits. The two greatest resources of Hungary’s 
national wealth were thus put under direct Soviet control. 
Similar companies were founded for aluminium production, air 
communications, and river navigation. Under a Soviet-controlled 
Government the State Railways are run entirely in accordance with 
the wishes of the U.S.S.R., so that the whole system of the country’s 
communications is at the service of the Soviet Union. 

The Government has recently had to yield to the Soviet demand 
for the nationalization of the big banks. Bearing in mind that in 
Hungary these banks own the entire heavy industry, their national- 
ization means that the State controls the whole of the heavy 
industry of Hungary. It may be that this measure will be followed 
by the formation of new Soviet-Hungarian iron and steel, metal- 
lurgical, and electrical companies. But the form in which the 
Soviet will exercise its power of partnership is not really impor- 
tant. The fact remains that Hungary’s economic policies are 
conducted from Moscow. 

Given the unsettled state of affairs in Central and South- 
Eastern Europe, it would be difficult and premature to forecast 
the future of the national economy of Hungary. The country 1s 
in a more precarious position than at any time during her history. 
The problems to be solved involve much more than meeting the 
inevitable consequences of a lost war, and are too great and too 
far-reaching to be solved, or even foreseen, by a small and im- 
poverished State. They involve the country’s national indepen- 
dence and her future position in Europe. The economic rehabili- 
tation of Hungary cannot be solved without first reaching an 
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agreement on the question of “spheres of interest” in Central 
Europe. On the solution depend not only Hungary’s economic 
position but also her future independence and national existence. 


J.A.S. 


OKINAWA AND THE LUCHU 
ARCHIPELAGO 


HE Luchu Archipelago’ comprises over 100 islands (of 

which Okinawa Jima is the largest and best known), stretch- 
ing across the 800 miles of sea separating Formosa from Japan. 
Up to the surrender of Japan in 1945 they formed an administra- 
tive unit of the Japanese homeland. The Cairo and Potsdam 
declarations, which are discussed later in this article, are not 
precise as to the future status of the islands, but carry the inference 
that they are among the territories to be forfeited by Japan. 
Although economically not of major importance, the strategic 
value of the islands was demonstrated in the later stage of the 
Pacific War; this may continue if the Japanese peace settlement is 
followed by'‘some form of distant control, from bases within 
striking distance, instead of the existing physical occupation of 
Japan.* It was no doubt with this eventuality in view that General 
MacArthur, in a recent interview with press correspondents in 
Tokyo, is reported to have advocated American occupation of the 
Luchu islands “as one of the strategic frontiers of the United 
otates . 

Until the American capture of Okinawa in 1945 focused world 
attention on the archipelago, the Luchu islands had been but little 
involved in the shaping of world history. They came under notice 
only twice in the last century; in 1853, when Commodore Perry 
used them as a base for the United States naval expedition which 
forced Japan to renounce her policy of isolation; and in 1879, 
when they were formally annexed by Japan. Nevertheless the 
Luchuans have an ancient history which they trace back to a 
legendary origin very similar to the one claimed by Japan. It 
seems probable that the Japanese and Luchuans share a common 
ancestry, and that the forefathers of both peoples (probably of 
Tungusic stock) entered Kyushu, the southernmost island of 
Japan, from Korea. Possibly, before the arrival of these Tungusic 


The Japanese reading of the Chinese characters 1epresenting the Luchu 

lands is Ryukyu. 
* A comparison of the approximate distances (in miles) of the following places 
from ‘Tokyo may be useful in considering the strategic position:—Hongkong 
©, Shanghai 820, Vladivostok 625, South Sakhalin 7oo, Okinawa 875, and 


pan 1200, 
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tribes, the Luchu Islands were occupied by the Ainus, who wer 
the aboriginal inhabitants of Japan. 

Both China and Japan seem to have had contacts with the 
Luchus from a very early period. The islands are first mentioned 
in Chinese records in 607 when the Emperor Yang Ti of the Su 
Dynasty sent envoys overseas who visited the Luchus and returned 
to China with a native hostage. The Emperor then called upo: 
the islanders to acknowledge his overlordship, and on their 
refusal sent a military expedition to enforce his demands. 

There seems to have been little further intercourse with China 
until 1371, when the Ming Emperor once more sent an envoy t 
enforce Chinese suzerainty. This mission was successful, and 
Luchuans returned with the envoys bearing tribute. From this 


period the Luchus became a tributary of China, and Ming 


dynasty records contain frequent references to intercourse and 
exchange of gifts between the two countries. Many Luchuan 


youths were educated in China, and Chinese traders, for whom a 


concession or factory was set aside at Nafa, brought prosperity t 
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the islands. According to Professor Basil Hall Chamberlain,* the 
native annals describe the building of temples and royal pavilions 
and voyages to such distant places as Canton and Malacca. 
Although the Luchus were a vassal state of China, the latter made 
no attempt at military or political domination, but assumed rather 
her customary benevolent réle of a teacher or protector concerned 
only in the spread of Chinese culture. The Luchuans venerated 
Chinese civilization and adopted many of their customs, including 
the civil service system and the Chinese calendar. 

Relations between the Luchu islands and Japan are also re- 
corded from very early times. In 617 three Luchuans are said to 
have brought gifts to the Japanese Empress Suiko, while at a 
slightly later date a Japanese envoy visited one of the islands and 
conferred Japanese rank upon the native ruler. By the beginning 
of the eighth century a number of the islands were claimed as 
fiefs of Japan, and in 1179 the Daimyo of Satsuma was charged by 
the Emperor with the superintendence of Luchuan affairs. At 
about the same period the Japanese warrior ‘Tametomo of the 
\linamoto clan for a time took refuge in the Luchus, and his son 
by a Luchuan princess later became King. Japan made no serious 
attempt at conquest, however, until the seventeenth century, 
when the Luchuans’ refusal to help the Japanese in their recent 

ttack on Korea was used as a pretext for war. The islands were 
invaded by the Daimyo of Satsuma in 1609 and the King was 
carried off to Japan. He was treated as an honoured guest, but 
during his enforced absence the Japanese reorganized the adminis- 
tration, surveyed the land, and assessed the rate of tribute; and the 


. King was only released after agreeing to pay yearly tribute to 


Japan. 

Henceforward the Luchus were in the strange position of paying 
tribute to both China and Japan, and neither country seems to 
have protested against this dual allegiance. Japanese condonation 
eems to have been prompted by commercial expediency, since, 
ifter the Korean war, Japanese ships were denied entry into 
Chinese ports, so the indirect contact with China afforded by the 
Luchus was of great value to Japanese traders. Moreover from 
1037 the isolationist policy of the Tokugawa shogunate prevented 
Japanese merchants from visiting foreign lands, so that for more 
than 200 years the only channel of foreign trade, apart from 
limited contacts with Dutch merchants, was through the Luchu 
islands, which were not included in the ban. 

In the nineteenth century this tranquil period of Luchu 
prosperity was destined to be disturbed by the Western Powers, 


‘**The Luchu Islands and their Inhabitants’’, by Basil Hall Chamberlain, in 
The Geographical Fournal, Vol. V, April 1895. 
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who hoped to open trade relations with Japan through the islands. 
With this end in view the American, French, and Dutch Govern 
ments concluded treaties with the reluctant islanders, who shared 
the Japanese suspicion of the West, and British men-of-war sur- 
veyed the islands. With the emergence of Japan from isolation 
in 1868 Western interest in the Luchus ceased, but they were to 
find a fresh menace to their independence in the new Japan, who 
no longer benefited from Luchuan contacts with China, and whose 
policy was prompted by imperialist ambitions. In 1871 a Japanese 
pretext for annexation was found in the murder of some Luchuan 
fishermen shipwrecked off Formosa. The Luchuan Government 
appealed to Japan, who responded by making the Luchuan King a 
Japanese peer (which involved residence in Tokyo), and taking 
over the Luchus as a province of Japan. Foreign representatives 
in Tokyo were informed that Japan would in future undertake 
diplomatic responsibility for the islands, and a Japanese punitive 
expedition was sent to Formosa in 1874. China protested and 
war seemed imminent, but finaly an agreement was signed at 
Peking which accorded a diplomatic victory to Japan. The 
Luchuans were referred to in this agreement as Japanese subjects, 
no mention was made of their former allegiance to China, and 
the latter agreed to pay compensation to the families of the 
murdered fishermen. 

The Chinese, however, did not formally renounce their claim 
until the close of the Sino-Japanese war in 1895, by which time 
the Japanese had systematically consolidated their position there. 
In 1875 the King was ordered to cease paying tribute to China. 
The following year the Japanese judicial system was introduced 
and the police force was reorganized on the Japanese model; and 
finally in 1879 the King of the Luchus officially transferred his 
authority to the Japanese Government. The Luchuans, reluctant 
at first to sever their ties with China, appealed ineffectually to the 
Great Powers; but they seem soon to have grown reconciled to 
their new Japanese allegiance. 

The Japanese adopted a policy of assimilation. The islands 
were divided, for administrative purposes, into the two prefec- 
tures of Kagoshima and Okinawa, each under a Japanese Gover- 
nor, and were treated as an integral part of Japan. The natives 
of the islands became Japanese citizens with the same civil status as 
the inhabitants of Japan proper. The Japanese system of education 
was introduced, Japanese was the only language taught in the 
schools, and Japanese civil and criminal code and censorship laws 
were adopted. 

Although the Japanese did much to expand the economy of the 
Luchus, the standard of living was low compared with the main 
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islands of Japan. This was due partly to the shortage of arable 
land in comparison to the size of the population and partly to the 
lack of natural resources. In 1940 the population was said to 
number approximately 839,000 with an average density of 454! 
persons to the square mile, and figures for 1939 show that 75 per 
cent of all households in the Okinawa prefecture and 70 per cent 
in the Kagoshima prefecture were engaged in agriculture.* This 
population pressure was partly relieved by emigration, estimates* 
showing that nearly 225,000 Luchuans emigrated between the 
years 1920 and 1940, mostly to Japan or Japanese mandated islands 
in the Pacific. Many of the Japanese fishing enterprises in the 
South Seas and South-East Asia were manned by Luchuans, who 
were also employed upon Japanese plantations in these areas. 

The most important agricultural products are sweet potatoes, 
which are grown for food, and sugar, which constitutes the 
principal cash crop and export. Sugar cane was introduced in 
the seventeenth century, but production was negligible until the 
Luchus were taken over by Japan. Under the latter production 
was greatly expanded, there was valuable research on improved 
methods of production, and experimental stations were set up; 
so that by 1939 the sugar crop for Okinawa prefecture alone 
amounted to over a million tons, valued at approximately 
14 million yen. 

Apart from sugar, the more important exportable products 
include silk (particularly pongee silk), linen made from banana 
fibre, straw hats, and matting. The Luchus also produce lacquer- 
ware, which is prized in Japan both for durability and for beauty 
of colour. A variety of minerals are found in the islands, of which 
only coal and phosphate are of sufficient value or quantity to be 
of commercial importance. The Luchus traded almost exclusively 
with Japan, and the balance of trade was consistently unfavourable, 
the average annual excess of imports over exports being estimated 
to value at least 4 million yen. 

Hostilities were almost entirely restricted to the island of 
Okinawa, which was invaded by the Americans on April 1, 1945 
after heavy preliminary bombardment, and was finally captured at 
a cost of some 48,000 casualties on June 21. Three days before 
the initial landing United States aircraft had dropped leaflets warn- 
ng civilians to avoid towns and military objectives; and when the 
island fell most of the population was found to be hiding in caves. 
Contrary to American anticipations, the Luchuan population 


Civil Affairs Handbook, Ryukyu (Loochoo) Islands, Opnav 13-31, U.S. 
Navy Department, Nov. 15, 1944, p. 137. 
ibid., p. 211. 3 ibid., p. 55. 
* U.S. Strategic Bombing Survey (Pacific) Naval Analysis Division: Cam- 
gens of the Pacific War (U.S. Government Printing Office, Washington, 1946). 
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proved both docile and friendly, once they had overcome their 
initial fear of the invaders, and no guerilla activities were reported. 

American Military Government was confronted with many 
problems in restoring some semblance of order amid the chaos 
caused by war destruction, the displacement of the population, 
and the complete breakdown of the Japanese administrative 
system. All the larger towns having been destroyed by bombard- 
ment and crops damaged during the fighting, a large proportion 
of the civilian population had neither food nor shelter. Both of 
these the American Military Government attempted to provide, as 
well as clothing and medical care in many cases. Destitute civilians 
surrendered in such large numbers? that conditions were inevitably 
chaotic at first and temporary relief measures had to be improvised. 
However, by August an Okinawa Advisory Council, composed ot 
fifteen prominent inhabitants, had been established to advise 
Military Government on native affairs and from this body a central 
administration was gradually evolved. Early in 1946 Government 
departments were established. These included Education, 
Public Health, Judicial Affairs, Labour, Agriculture and Fisheries. 
A further step in the development of self-government was taken 
in April when the Deputy Commander selected a Governor from a 
panel of three men elected by a convention composed of village 
headmen, members of the Advisory Council, and leading citizens. 
Henceforward the Deputy Commander issued his directives 
through the Governor, who was responsible for their promulga- 
tion and enforcement. 

During 1945 American Military Government had been confined 
to Okinawa and the small islands to the west as far as Kume, but 
from the middle of January the whole area from the Sakishima 
Group in the south to the 3oth parallel came under its control. 
From September 1945 the administration of the Luchus had been 
a naval commitment, but in July, 1946 responsibility reverted to 
the Army, and since then General MacArthur has issued periodic 
reports on the progress of reconstruction. Under American 
guidance the Luchu economy is being gradually restored and a 
two-year plan for reviving and expanding local industries has 
been announced. Surplus United States Army material and salvagé 
have been used in building new houses, large numbers of Luchu 
islanders have been repatriated, and tools and food have been 


1 According to S.C.A.P.’s Summation of U.S. Army Military Activities on thi 
Ryukyu Islands, No. 1, pp. 47-48, about 75 per cent of the population had beer 
removed from its original domicile owing to war conditions and over go per cent 
of houses in Okinawa had been destroyed. 

2 William L. Worden, an American correspondent writing in the Saturda) 
Evening Post, June 9, 1945 reported that 30,000 civilians surrendered in the 
first six days of the Battle for Okinawa. 
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distributed by Military Government. Imports of the latter will 
continue to be necessary, since it has been estimated’ that the 1947 
crops will yield only 50 per cent of food requirements. 

The future status of the Luchu islands was not defined in either 
the Cairo or the Potsdam Declaration. The former, which was 
signed by Mr. Churchill, President Roosevelt, and Generalissimo 
Chiang Kai-shek, stated that: “The three Great Allies are 
fighting this war to restrain and punish the aggression of Japan. 
They covet no gain for themselves and have no thought of terri- 
torial expansion. It is their purpose that Japan shall be stripped of 
all the islands in the Pacific which she has seized or occupied since 
the beginning of the first World War in 1914, and that all the 
territories Japan has stolen from the Chinese, such as Manchuria, 
Formosa, and the Pescadores, shall be restored to the Republic 
of China. Japan will also be expelled from all other territories 
which she has taken by violence and greed.” Although the Luchus 
are not specifically mentioned they could presumably be regarded 

; a territory “taken by violence and greed’’. Similarly, since 
Chinese suzerainty pre-dated that of Japan, they might come in 
the category of territories “‘stolen from the Chinese”. In the 
Potsdam Declaration, which was issued on behalf of the same 
three Governments and subsequently adhered to by the Soviet 
Union, it is laid down that “the terms of the Cairo Declaration 

all be carried out and Japanese sovereignty shall be limited to the 
slands of Honshu, Hokkaido, Kyushu, Shikoku, and such minor 
islands as we determine’. It is perhaps on the strength of this 
ambiguous reference to “‘minor islands” that the Japanese Foreign 
Minister, Mr. Ashida, laid a tentative claim to the Luchus at a 
recent press conference. However, Japanese hopes of regaining 
the Archipelago are unlikely to be realized in the near future, 
particularly now that General MacArthur is known to favour 
retention by the United States. So long at least as Japan remains 
subject to Allied sanctions, occupation by the United States would 
be amply justified on strategic grounds, though permanent annex- 
ation might seem incompatible with the passage in the Cairo 
Declaration which stated that the Allies “have no thought of 
territorial expansion”. In the long term, and pre-supposing a real 
regeneration of Japan, it is probable that she will be permitted 
to resume her sovereignty over a people with whom she has the 
closest racial and economic ties. 

The views of the Luchuans themselves on their future destiny 
are not known, and there have been no reports of the political 
agitation or nationalist movements which are so prevalent else- 
where in Asia. Throughout the centuries the islanders have earned 

1 S.C.A.P. Summation (cit. supra), No. 3, Jan.-Feb. 1947, p. 5. 
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a reputation for being gentle and law-abiding. In the sixteenth 
century the title of “Land of Propriety’ was bestowed upon the 
islands by the Emperor of China, and travellers reported that the 
people had no lethal weapons and committed few crimes of 
violence. Captain Basil Hall, who visited the Luchus in 1816 in 
H.M.S. Alceste,* gave an equally flattering account of the islanders, 
whose kindness to shipwrecked mariners and friendly disposition 
he contrasted with “the cold repulsive manner of the Koreans’. 
For the time being, therefore, it seems probable that considerations 
of self-determination may be subordinated to those of strategy 
without exciting the resentment of the Luchuans, who would be 
likely to welcome the assistance of the United States in the restor- 
ation of their simple economy. S.H. 


U.N.R.R.A. 1945-1947: THE END OF A 
CHAPTER 


N June 30, 1947 the Director-General of U.N.R.R.A. 

announced that the major operations of “the first of the 
great international organisations to cope with the problem that 
arrived with the peace” were virtually completed. It is almost four 
years since the inception of U.N.R.R.A. and two years since it 
started operations. During this time, though it has not fulfilled the 
perhaps over-optimistic hopes of its sponsors, it has achieved its 
minimum aims despite the two handicaps of world shortages and 
political opposition. It has come to an end because its funds are 
exhausted and the Governments which financed it are either not 
able or are unwilling to renew their subscriptions. 

The original U.N.R.R.A. agreement was prepared by the 
United States Government in consultation with the British, 
Chinese, and U.S.S.R. Governments and signed by the repre- 
sentatives of 44 countries at Washington on Nov. 9, 1943. The 
first meeting was held at Atlantic City from Nov. 9 to Dec. 1, 
1943, when the framework of the organization was established and 
estimates (supplied by the Inter-Allied Committee on Post-War 
Requirements) of the post-liberation needs of European countries 
were adopted as a provisional target. Considerable emphasis was 
placed on rehabilitation policies for agriculture, industry, and 
transport, but as an essential part of relief rather than as a basis for 
reconstruction, which was clearly stated to be outside the scope of 
U.N.R.R.A.’s work. 


1 Account of a Voyage of Discovery to the West Coast of Corea and the Great 
Loo-choo Island, by Captain Basil Hall, R.N. (London, John Murray, 1818). 
This is the first eye-witness account of the Luchus written by a European. 
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Although the rehabilitation originally envisaged could not be 
carried out, U.N.R.R.A. supplies have enabled the devastated 
countries of the United Nations to scrape through the past two 
years free from starvation— though by a small margin in many 
cases—and miraculously free from major epidemics. Food formed 
the bulk of the U.N.R.R.A. supplies; important deliveries of 
transport and agricultural equipment, medical supplies, and drugs 
were made, but conditions in most countries were so acute that 
food had to be given priority. 

The following table gives the value of U.N.R.R.A. supplies in 
thr main receiving countries in Europe:' 


Dollars per head of 
Thousands of dollars population 
Albania vi 27,178 24.2 
Austria a4 136,127 19.4 
Byelorussia .. 60,811 5.8 
Czechoslovakia 264,075 21.8 
Dodecanese .. 4,064 34.6 
Greece wa 350, 500 46.7 
Italy .. v1 420,750 8.5 
Yugoslavia .. 420,552 27.1 
Poland .. 481,260 20.0 
Ukraine _ 188,202 5.2 


Greece is an example of an U.N.R.R.A. country which has made 
a poor recovery, but it is admitted by observers of all political 
shades, as well as by Greeks themselves, that without U.N.R.R.A. 
supplies Greece would have starved. U.N.R.R.A. sent into Greece 
one million metric tons of food for the period April 1, 1945 to 
March 31, 1946, compared with a normal Greek import of 800,000 
metric tons in 1938. The average daily intake of calories for July- 
December, 1945 was 2,315, of which 1,107 was from U.N.R.R.A. 
sources and 1,208 from domestic sources. For January-March, 
1946 the figures were 1,231 from U.N.R.R.A. and only 1,078 
from domestic sources. The food imports were indeed lower than 
U.N.R.R.A. had planned, and Greece’s agricultural rehabilitation 
programme had lagged behind by nearly 50 per cent in September, 
1946, but even so it is obvious that without U.N.R.R.A. the 
country’s plight would have been much worse than it is today. 

Czechoslovakia is an example of one of the more successful 
U.N.R.R.A. countries, and here the organization’s deliveries of 
transport equipment were thought to have made as great a con- 
tribution to recovery as the food and agricultural supplies 


‘ U.N.R.R.A. in Europe 1945-1947. (U.N.R.R.A. Operational Analysis 
Paper No. 49, published by the U.N.R.R.A. European Regional Office, June 
1947) 
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deliveries of which were themselves 114 per cent and 88 per cent 
of the programme.’ 

Welfare and medical work in the liberated countries, and 
particularly the care of displaced persons, have also been 
U.N.R.R.A.’s responsibility. The number of refugees has been 
reduced by repatriation, absorption, and resettlement from 11 
million at the end of the war to 3 million in May, 1947. In 
tackling the refugee problem U.N.R.R.A. has been careful to 
steer clear of international politics and to maintain its status as a 
super-national authority. Its work in this field is being taken over 
by the International Refugee Organization, for U.N.R.R.A. was 
taking care of nearly a million refugees, and it is estimated that 
there are 2 million besides, for which it was not responsible. 

As regards its other functions, there is no organisation to take 
over the work where U.N.R.R.A. left off. The keynote of the 
peroration of the Director-General’s report is the need for speed: 
as he said, “‘the essential now is speed, since, with the cessation of 
U.N.R.R.A. shipments, no practical means of help are available 
until . . . other measures begin to pick up the slack”’. Admittedly 
U.N.R.R.A. was limited in its scope by the terms of its agreement, 
and its resources were less abundant than was originally estimated. 
The economic problems of today need, the Director-General says, 
a global approach, and this U.N.R.R.A. could not attempt. Since 
the publication of his statement we have witnessed the reper- 
cussions of the Marshall offer in showing up the difficulties of 
international co-operation, and have realized how barren are any 
hopes of a world-wide economic organization. 

There is much of interest in the Director-General’s statement 
and attention may, in particular, be drawn to the points which 
follow. 

U.N.R.R.A. had, he said, been compelled to concentrate its 
efforts on relief at the expense of rehabilitation. Though much 
remained to be done to bring about economic recovery, 
U.N.R.R.A.’s accomplishments must not be minimised. Its 
activities had established the foundation for the future measures 
which must be taken in the direction of world economic well-being. 

The first full shipload of U.N.R.R.A. supplies was actually 
dispatched in March, 1945, two months before V-E day. Then, 
and in the period immediately following, the critical difficulty was 
transport. Shipping was scarce, with military requirements 
having a first claim, and European roads, railways, and waterways 
were devastated by battle. One of U.N.R.R.A.’s first accomplish- 

1 Details of U.N.R.R.A.’s work in the other European countries are collected 


together in U.N.R.R.A. in Europe 1945-1947 (see above), which also give: 
estimates of these countries’ needs for the remainder of 1947. 
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ments was to rush thousands of trucks and trailers, for the most 
part from military surpluses in Europe, to distressed areas for 
the transport of relief supplies. As transportation became avail- 
able, the trickle of supplies which started in 1945 swelled into a 
life-giving stream. 

U.N.R.R.A. delivered nearly $3,000 million (£750 million) 
worth of supplies, in volume 25 million long tons, to 17 different 
countries. ‘This is about three times the value of relief provided 
after World War 1, and represents the largest peace-time shipping 
operation in world history. ‘The bulk of these supplies was food, 
for, in the face of impending starvation, hunger had to be dealt 
with first, and capital goods had to wait, even though food ship- 
ments met only the immediate needs and meant the sacrifice of 
longer-range objectives. General Rooks commented that “from 
the point of view of academic economics this may not have 
represented maximum efficiency, but it saved lives, and lives come 
first’. Nevertheless it had been possible to use about $1,000 
million of U.N.R.R.A.’s resources to help rehabilitate the internal 
economies of the receiving countries, of which $450 million were 
devoted to supplies essential to vital distribution—trucks, tools, 
mining equipment, water power generators, rails, locomotives, 
building repair equipment, road machinery, and the like; and in 

ddition over $160 million were spent on medical supplies and 
life-saving drugs. The U.N.R.R.A. programme, comparatively 
small in magnitude, succeeded in staving off the disastrous epi- 
lemics and disease which the world had hitherto come to accept 

one of the inevitable consequences of war. Typhus had been 
voided, malaria arrested; to accomplish this U.N.R.R.A. had 

iipped items varying from sulphadiazine pills and penicillin to 
surgical equipment and planes for mosquito spraying. 

The proceeds derived from the sale of U.N.R.R.A. supplies as 
part of the receiving countries’ distribution system became part 
of what amounted to a revolving fund used to carry out further 
r ef and rehabilitation measures. Internally, the supplies which 
vere turned over to the Governments, under careful observation 
procedures, and then used by Governments to meet the immediate 

eds of their people, also helped to produce the means to organize 

nger-range programmes. 

in addition to its supply operations, U.N.R.R.A. assisted in the 
epatriation of seven million displaced persons, and provided a 

aven for the remaining displaced persons who had not yet re- 
turned, or who did not wish to return. 

The accomplishment of U.N.R.R.A.’s task was made possible 
yy the generosity of contributing Governments from all over the 
orld. The largest single contributor was the United States. 
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No less generous in proportion to their ability to help were other 
contributing Governments, some of them, such as Great Britain, 
themselves beset by severe post-war economic difficulties. Canada 
provided splendid assistance. Invaded countries, such as France, 
Norway, Belgium, and Denmark, made their contributions. 
Countries which themselves were receiving assistance in many 
instances still found a way to contribute to U.N.R.R.A. such 
supplies as they could spare for the purpose of helping others. 
From Brazil, U.N.R.R.A. received coffee, beans, and twine; Chile 
furnished fertilizers; India jute; South Africa coal; from the 
contributions of Australia and New Zealand, food, raw wool, hand 
tools, veterinary supplies, and locomotives were obtained. Ponies 
were shipped from Iceland, and horses from Denmark. All of 
these countries, and others no less generous but too numerous to 
list, made their contributions, and provided their help in the 
knowledge that the problem was one of world magnitude. 

Recovery, he admitted, had not been achieved. Even actual 
starvation was, with U.N.R.R.A. assistance, avoided only by the 
narrowest of margins, and then only through last-minute pro- 
gramme changes which gave additional food precedence over other 
supplies essential for more permanent recovery. Redoubled 
efforts were now necessary to retain and augment the benefits won. 

U.N.R.R.A. was gratified to see that the global problem of 
world recovery was being approached in consultations on a global 
basis. The critical short range assistance provided by U.N.R.R.A. 
to countries especially devastated by war was a sine qua non to 
ultimate recovery. But from a longer range point of view, the 
world was too closely integrated an economic organism for piece- 
meal or local expedients to be successful, and economic problems 
were too closely inter-related to permit the adoption of distinctions 
among operations labelled relief, rehabilitation, and reconstruction. 
All was part of the whole. 

U.N.R.R.A. had made it possible for other measures to be 
adopted if action was taken quickly before it was too late. Hunger 
and malnutrition had not been eradicated, but starvation had been 
staved off. Economic recovery had not been achieved, but collapse 
had certainly so far been avoided. These were important triumphs, 
especially when measured in the light of U.N.R.R.A.’s limited 
functions and resources in this field. ‘Time was all-important, and 
U.N.R.R.A.’s operations had gained that time by providing sub- 
sistence during the period of immediate crises and taking the 
first steps towards recovery, so that U.N.R.R.A. countries were 
unquestionably far better off in 1947 than they were at the close 
of hostilities. 


J. R. 
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